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SUBJECT: CANADIAN INFLATION RATE JUMPS IN MAY. 

1. SUMMARY. DRIVEN BY SHARPLY HIGHER FOOD PRICES, NON- 
SEASONALLY ADJUSTED CONSUMER PRICE INDEX ROSE BY 1.4 PER- 
CENT IN MAY. TWELVE MONTH INCREASE IN INDEX WAS 9 PERCENT, 

LARGEST RISE SINCE JANUARY, 1978. IN THREE MONTHS TO 

MAY, CPI INCREASED AT SEASONALLY ADJUSTED ANNUAL RATE OF 
11.3 PERCENT, WHILE INDEX OF NON-FOOD ITEMS ADVANCED AT 
ONLY ANNUAL RATE OF 5.4 PERCENT. ACCELERATION IN CPI 
INCREASES RISK THAT DEMANDS FOR HIGHER WAGES WILL INTENSI- 
FY AS DECONTROL PROCEEDS. END SUMMARY. 

2. ACCORDING TO JUNE 14 STATCAN RELEASE, THE UNADJUSTED 
(NSA) CONSUMER PRICE INDEX (CPI) ADVANCED TO 173.6 (1971 
100) IN MAY, AN INCREASE OF 1.4 PERCENT EROM APRIL. POOD 
PRICES (NSA), LED BY HIGH PRICES POR BEEP AND FRESH VEGE- 
TABLES, SURGED BY 3.3 PERCENT IN MONTH AND ACCOUNTED FOR 
0.7 PERCENT OP OVERALL INCREASE. INDEX (NSA) OF NON-FOOD 
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ITEMS (ONE MEASURE OF UNDERLYING INFLATION RATE) ROSE BY 
0.6 PERCENT IN MONTH WITH HIGHER HOUSING CHARGES AND 
INCREASED PRICES POR TOBACCO AND ALCOHOL ACCOUNTING FOR 
MUCH OF INCREASE. 

3. IN TWELVE MONTHS TO MAY, UNADJUSTED INDEX INCREASED BY 
9 PERCENT, THE LARGEST INCREASE SINCE JANUARY, 1978 AND UP 
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FROM 8.4 PERCENT IN APRIL. FOOD PRICES WERE UP BY 16.8 
PERCENT, NON-FOOD PRICES, BY 6.2 PERCENT. 

4. ON SEASONALLY ADJUSTED (SA) BASIS, CPI ROSE BY 1.2 
PERCENT BETWEEN APRIL AND MAY. FOOD AND NON-FOOD PRICES 
ROSE BY 2.6 PERCENT AND 0.6 PERCENT RESPECTIVELY. IN 

THREE MONTHS TO MAY, CPI (SA) ROSE AT COMPOUND ANNUAL RATE 
OF 1 1 .3 PERCENT, UP FROM 8.3 PERCENT IN THREE MONTHS TO 
APRIL, AS FOOD PRICES CLIPPED ALONG AT ANNUAL RATE OF 28 
PERCENT COMPARED WITH ONLY 5.4 PERCENT RATE FOR NON-FOOD 
PRICES. 

5. FINANCE MINISTER CHRETIEN SPENT MUCH OF PARLIAMENTARY 
QUESTION PERIOD ON HIS FEET JUNE 14 ANSWERING POINTED 
CRITICISM FROM POLITICAL OPPOSITION ON WORSENING INFLATION 
RATE. IN RESPONSE TO QUESTION BY PC LEADER JOE CLARK, 

CHRETIEN INDICATED THAT IN LIGHT OF FIGURES FOR MAY, GOC 
HAD REVISED ITS INFLATION FORECAST FOR 1978 (YEAR OVER YEAR 
RISE IN GNP DEFLATOR), UPWARD FRDM 6 PERCENT TO 6.2 PER- 
CENT. AT MAY 22-23 OECD SHORT TERM FORECASTERS MEETING, 
CANADIAN DELEGATION GAVE FORECAST OF 6.4 PERCENT INCREASE 
IN GNP DEFLATOR AND 7.3 PERCENT RISE IN CPI. ALL FOUR 
NUMBERS SMACK OF CONSIDERABLE OPTIMISM. 

6. COMMENT: HIGHER CURRENT RATE OF INFLATION POSES DAN- 
GERS FOR THE FUTURE. REAL HOURLY LABOR EARNINGS HAVE 
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DECLINED IN LAST TWO QUARTERS. ACCELERATION OF ALREADY 
HIGH INFLATION RATE THUS INCREASES RISK THAT LABOR WILL 
SEEK TO MAKE UP LOST GROUND THROUGH HIGHER WAGE DEMANDS AS 
PHASEOUT OF AIB CONTROLS PROCEEDS. IN ADDITION, PHASEOUT 
OF CONTROLS TOGETHER WITH RISING INFLATION RATE COULD 
REIGNITE INFLATIONARY EXPECTATIONS ADDING FURTHER FUEL TO 
WAGE DEMANDS, DESPITE STEADY OR DECLINING UNDERLYING RATE 
OF INFLATION AS MEASURED BY NON-FOOD PRICES. DUEMLING 
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